The purpos : e of aid is to effect ; a real transfer of resources from the developed countries to the developing ones. Aid, however, is given under certain conditions,, Each donor country specifies the terms under which it is ready to grant assistance, and the three main variables that influence the terms of a loan are the interest rate, the grace period and the repayment period., By varying any one of these while keeping the other two constant, the terms of the loan change,, For example, a loan with a 3 percent interest rate, a 5-year grace period, and a 10-year repayment period is different from one with a one percent interest rate even though the grace and repayment periods remain the same. The former is a "harder" loan compared with the latter* The concept of hard and soft loans requires further elaboration. The distinction between a hard loan and a soft one is that the former has a low^r grant element than the latter. The grant element, which is /he grant element of a loan is zero when the discount rate used to calculate the present value of the future charges on a loan is equal to the rate of interest charged on the loan.
by 100, can be expressed as a percentage,, The hardness or softness of a loan can also be influenced by the following consideration which may be stipulated in a .repayment agreement" This is the possibility that a loan may be repayable in local instead of convertible currency; if this is so, then the grant element of the loan increases,, Before proceeding to the next section a brief overview of the aid flows to Pakistan is informative, (see Table 1 ). It can be seen that the relative shares of grants to loans in total aid has In the formula above it should be noted that interest is charged during the .grace, period but is paid out when the grace period ends.
Having obtained the value of A, the next step is to derive a formula for the calculation of the present value of the costs incurred on a loan.
The formula for deriving the present value of a loan is
In the above formula A is the equal annual instalment of the loan B is the grace period I is the discount rate, and t is the repayment period.
Choice of Discount Rate
To obtain an accurate measure of the grant element it is necessary to discount the future charges on a loan by using an appropriate discount rate. Ideally, the social discount rate should reflect the real productivity of capital in an economy.
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However, as this rate is difficult to calculate three rates of discount are arbitrarily assumed, namely 8, 10, and 12 percent.
Hopefully, one of these is a reasonable approximations
Having calculated the present value of a loan from formula 2 it is simple to derive the grant element for the loan,, This is given below.
a^v; x 100 . Table 2 . The relationship bettfee'n "the grant element and the other three variables, the rate of interest (r) and the grace and repayment periods (B and t respectively) is also brought out in Table 2 .
The rate of interest is negatively related to the grant element, as the latter increases the former decreases. The grace period (B) and the repayment period, (t). are, positively related to the grant element, as the latter increases so do B and t.
To check the sensitivity of the grant element with respect to the other variables, namely the rate of interest and the grace, and repayment periods, we have estimated their transformation elasticities. These may be defined as
where S. E. is the grant element and Xi is one of the three varii± ables. These transformation elasticities may be estimated by regressing the natural logarithm (log) of the G. E. against long Xi.
See 3 J for further information on this process,, 
Ranking of Countries
Over the ten year period, the country that regularly gave
Pakistan the most concession in its"loans was Canada, (See Table   3 
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The reason IBRD did poorly is that this agency borrows funds on the international money market and relends it at a rate of interest marginally below the one it borrwed them at. Thirdly, the use of different discount rates produced noticeable variations in the grant element, (See Table 3 
